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Appendix A15 

Relative Factor Abundance and the Shape of the 
Production-Possibilities Curve 

In section 30 of the text, it is asserted that if a country has a high ratio 
of capital to labor (labor to capital) compared with some other country, it will have 
its production-possibilities curve biased toward production of the capital-intensive 
(labor-intensive) good. The numerical example introduced in section 20 of the text 
can be used to illustrate this point. 

It was assumed in the original numerical example that the country had a labor 
supply of 3,000 hours and a capital supply of 5,000 machine-hours. Let us expand 
the labor supply, but hold the capital supply constant) and see what happens to the 
production-possibilities curve. It should expand outward more in the direction of 
the labor-intensive good than in the direction of the capital-intensive good. In 
particular, let us expand the labor supply to 30,000 hours, i.e., 10 times. This, 
of course, lowers the national (total) capital-to-labor ratio by a factor of 10. 

Table 1 on A15.2 shows the new array of capital and labor inputs, outputs, and 
capital-to-labor ratios. Table 2 on page A15.3 shows that ratio of af ter-to-bef ore 
outputs. As can be seen on Table 2, output in industry 2, the labor-intensive good, 
is raised by a factor of 7 . 9 at each of the eleven points shown. But output of industry 
1, the capital-intensive good, rises by a factor of only 3.2. Hence, the production- 
possibilities curve is skewed toward production in industry 2 as predicted. 

Note: It should have been clear to you, because of the assumption of diminishing 
returns, that output in the two industries would increase by less than 10 times. 
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I Industry 2 (labor-intensive) 


Capital 

k 2 

Labor 

l 2 

Output 

q 2 

0 

0 

0 

500 

15000 

10675 

1000 

20769 

15335 

1500 

23824 

18068 

'2000 

25714 

19919 

2500 

27000 

21282 

3000 

27931 

22346 

3500 

28636 

23208 

4000 

29189 

23928 

4500 

29634 

24543 

5000 

30000 

25079 


ital/labor ratio 




Table 2: Old refers to labor = 3,000 worker hours; capital = 5,000 machine hours. Source: p. 20.17. 

New refers to labor = 30,000 worker hours; capital = 5,000 machine hours. Source: Table 1. 
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Industry 1 (capital-intensive) I | Industry 2 (labor-intensive) 


Point 

Old Output 

New Output 

New/ Old 

Old Output 

New Output 

New/ Old 

1 

3873 

12247 

3.16 

0 

0 

n.a. 

' 

2598 

8216 

3.16 

1344 

10675 

7 . 94 

3 

1922 

6076 

3.16 

1931 

15335 

7 . 94 

4 

1470 

4649 

3.16 

2275 

18068 

7.94 

5 

1134 

3586 

3.16 

2508 

19919 

7 . 94 

6 

866 

,27 3 9 

3.16 

2679 

21282 

7 . 94 

7 

643 

2034 

3.16 

2813 

22346 

7.94 

8 

452 

1430 

3.16 

2 922 

23208 

7 . 94 

9 

285 

900 

3.16 

3012 

23928 

7.94 

10 

135 

428 

3.16 

3090 

24543 

7.94 

11 

0 

0 

n.a. 

3157 

25079 

7 . 94 


Note: Data are rounded to nearest whole number except for capital/labor ratios. 




